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Ohun'vnilom  tm  Money,  Credit,  and  Panics. 


By  Mr.  T.  H.  M^irliams. 


[Road  December  30th,  1857.] 
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That  peculiar  phenomenon  called  a Monetary  Crisis  or  Panic, 
in  which  we  exi^erience  a great  and  rapid  fall  of  prices,  and  a 
general  failure  of  confidence  and  credit,  together  with  wide- 
spread loss  and  insolvency,  has  just  paid  us  one  of  its  most 
memorable  visits ; and,  on  all  sides,  it  leads  men  to  inquire — 
“ What  are  the  causes  of  a visitation  so  destructive,  and  how  are 
w^e  to  moderate  or  prevent  such  attacks  in  future  ?”  Everj’body 
answers ; and  the  result  is  a singular  “ confusion  of  tongues,’* 
occasioned,  partly,  no  doubt,  by  the  intricacy  of  the  subject, 
but  still  more  by  a neglect  of  the  fundamental  principles  of 
Currency.  It  appears  to  me  highly  desirable,  therefore,  that  a 
society  like  ours  should  avail  itself  of  this  favourable  oppor- 
tunity for  discussing  the  rationale  of  a species  of  disturbance 
which  seems  to  occur  periodically,  and  in  accordance  wnth 
natural  law. 

Much  confusion  of  thought  ai’ises  from  a false  notion  of  the 
relation  which  money  beai*s  to  other  articles  of  value.  Let  us 
see  what  that  relation  is.  Various  instruments  have  been 
devised  for  facilitating  the  interchange  of  commodities,  and 
rendering  it  as  accurate  as  possible.  Thus,  a foot-rule,  a quart- 
jug,  weights  and  scales,  are  used  for  measuring  superficies, 
volume,  and  quantity.  There  is  need,  how'ever,  of  yet  another 
and  more  subtle  instrument  for  ascertaining  how  many  feet 
of  cloth  are  equivalent  to  so  many  quarts  of  wfine  or  pounds  of 
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sugar — that  is,  for  measuring  relative  values.  Money  is  this 
instrument.  But  money  does  something  more  than  determine 
w'hat  are  equivalents ; it  performs  the  additional  function  of 
universal  equivalent,  acceptable  everywhere  in  exchange  for  all 
other  commodities,  on  the  principle  of  value  for  value.  Indeed, 
the  former  office  would  be  most  imperfectly  discharged,  if  it 
were  not  combined  with  the  latter.  Money,  then,  is  an  article 
taken  from  the  mass  of  wealth,  and  converted  into  a complex 
instrument  which,  more  than  any  other,  contributes  to  the  easy 
and  satisfactory  exchange  of  separate  portions  of  wealth. 

Another  source  of  bewilderment  is  the  common  notion  that 
money  is  unchanging  in  its  value.  It  is  found  difficult  to 
conceive  that  the  measure  of  varying  values  in  other  things  is 
itself  variable.  A measure  or  standard,  it  is  argued,  must  be 
always  the  same ; such  is  the  case  with  a pound  avoirdupois, 
and  such  must  be  the  case  with  a pound  sterling.  This  is  true 
as  to  quantity  of  matter  ; but  value  is  a different  relation  from 
quantity  of  matter.  By  value  is  meant  the  sacrifice  which  we 
make  in  order  to  obtain  a thing.  If  A and  B agree  to  barter  a 
watch  for  a bracelet,  the  value  of  the  bracelet,  in  this  trans- 
action, is  the  watch,  and  the  value  of  the  watch  is  the  bracelet. 
The  sources  of  value  are,  (1)  human  desires  or  necessities,  and, 
(2)  scarceness  of  the  things  needed  or  desired  ; but  all  these  are 
subject  to  fluctuation,  and,  consequently,  so  also  is  value. 
Money,  as  well  as  any  other  article,  is  more  or  less  needed, 
more  or  less  scarce,  more  or  less  abundant,  at  one  time  than 
another.  Hence  the  value  of  money,  like  the  value  of  all  other 
commodities,  changes  with  the  changing  proportion  between 
supply  and  demand. 

In  all  such  articles,  however,  as  are  at  once  free  from 
monopoly,  and  capable  of  indefinite  increase  by  labour  and 
capital,  value  is  subject  to  another  law.  If,  on  the  average,  it 
requires  as  much  labour  and  capital  to  produce  from  the  mines 
an  ounce  of  gold,  and  bring  it  to  any  market  (say  England), 
as  to  grow  and  bring  to  the  same  market  a bale  of  cotton,  the 
cost  of  each  is  the  same,  and  we  instinctively  feel  that,  tlius 
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measured,  these  two  commodities  are  equal  in  value.  But  it  is 
hardly  less  natural  that  their  value  should  be  settled  in  accord- 
ance with  the  previously  considered  laiv  of  supply  and  demand. 
The  law  of  cost,  however,  will  have  the  supremacy  at  last.  For, 
if  any  article  fails  to  purchase  other  articles  of  equal  cost,  its 
supply  will  be  lessened  until  its  value  shall  rise  to  the  equilibrium ; 
or,  if  any  article  purchases  other  articles  of  greater  cost  than 
itself,  its  su2iply  will  be  augmented  until  its  value  shall  fall  to 
the  equilibrium.  Through  the  laiv  of  sujiply  and  demand,  then, 
does  the  law'  of  cost  of  production  finally  regulate  the  value  of 
money,  as  of  all  other  things  similarly  circumstanced.  Thus 
there  can  be  no  doubt  that,  prior  to  the  discovery  of  the  rich 
mines  of  California  and  Australia,  the  value  of  gold  w'as 
gradually  though  slowly  rising ; nor  can  w e feel  less  sure  that 
its  value  is  now  tending  downw'ard.  “But,”  it  is  rejoined, 
“ the  law  of  the  land  has  fixed  the  value  of  gold  at  £3.  17s.  9d. 
per  ounce  of  standard  fineness.”  The  law  attempts  no  such 
absurdity.  It  simply  requires  that  the  Bank  of  England  shall 
receive  anybody  s raw  gold,  and  hand  over  its  jiromises  to 
return  the  same  quantity  back,  whenever  required  to  do  so, 
abating  only  so  much  as  wdll  cover  interest  during  the  time 
necessary  for  coining.  An  ounce  of  gold  will  make  three 
sovereigns,  and  leave  a residue  equal  to  17s.  lO^d.;  so  that  tlie 
expense  of  the  operation  is  l^d.  per  ounce.  But  this  has  nothing 
whatever  to  do  with  what  we  ai'e  considering,  namely,  the  power 
of  the  sovereign  to  purchase  commodities.  Should  the  new 
mines  reduce  the  value  of  an  ounce  of  gold  to  that  of  an  ounce 
of  cloves,  what  is  called  the  mint  price  of  gold  w'ould  still  be 
£3.  I / s.  9d.  an  ounce;  that  is  to  say,  the  mint  must  return 
(through  the  Bank)  as  much  gold  coined,  as  it  received  uncoined, 
minus  the  fraction  above  named. 

The  popular  brain  is  still  possessed  with  the  old  notions  that, 
in  a pre-eminent  sense,  “Money  is  wealth;  money  is  Capital;” 

“ The  more  Money  there  is  in  the  country,  the  better  is  our 
condition.”  These  notions  have  been  generated,  very  naturally, 
by  the  universal  practice  of  purchasing  all  other  things  with 
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money,  and  reckoning  all  values  in  money.  We  shall  never 
think  clearly,  however,  unless  the  following  elementary  distinc- 
tions are  settled  in  our  minds: — 1.  Wealth  is  a generic  term, 
including  all  material  things  whatever  which  may  be  the 
subjects  of  sale  and  purchase.  2.  Capital  is  that  portion  of 
wealth  (whether  raw  materials,  instruments,  or  finished  articles) 
Avhich,  instead  of  being  consumed  for  the  mere  sake  of  enjoy- 
ment, is  saved  and  used  with  the  set  purpose  of  producing  a 
return  greater  than  itself.  3.  Money  is  a portion  of  wealth  set 
apart  as  the  standard  of  value,  and  the  equivalent  for  all  other 
values ; and  it  is  to  be  regarded  as  capital  when  employed 
with  a view  to  profit,  but  only  then.  Keeping  these  distinctions 
before  us,  it  will  soon  appear  that  there  may  be  too  much  as 
well  as  too  little  money  in  a community,  and  that  an  excess  is 
a proximate  cause  of  those  commercial  derangements  which  we 
are  about  to  discuss,  those,  namely,  which  spring  from  the 
abuse  or  the  mismanagement  of  Money  or  of  Credit. 

Let  us  now  proceed  to  trace  the  rise  and  subsidence  of 
such  derangements  ; premising  that,  as  the  term  price  means 
the  value  of  a thing  expressed  in  money,  it  follows  that 
the  only  way  in  which  a change  in  the  value  of  money  can 
become  perceptible,  is  by  a rise  or  fall  of  aggregate  prices.  Our 
starting  point  must  be  a commercial  condition  which  is  not  a 
deranged  one. 

Although  buying  and  selling  through  the  medium  of  money 
is  but  an  exchange  of  commodities  indirectly  effected,  yet,  as 
money  is  offered ' for  goods  on  the  one  side,  and  goods  are 
offered  for  money  on  the  other,  all  trade  comes  to  be  a compe- 
tition between  money  and  goods.  Now,  if  demand  and  supply 
could  be  exactly  adjusted  between  money  and  all  other  commo- 
dities, then  would  money  and  commodities  exchange  for  one 
another  according  to  their  costs  of  production.  Prices  ivould 
then  he  at  par  : the  value  of  the  standard  coin  ivould  then  be  at  par. 

But  this  state  of  perfect  equipoise  is  never  actually  realised. 
Our  normal  condition  is  one  of  incessant,  yet  inconsiderable, 
deviations  from  an  even  exchange  of  money  and  goods  at  par. 
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Yet  these  ordinary  irregularities,  occasioned  by  fluctuations  in 
supply  and  demand,  are  found  to  balance  their  gains  and  losses 
without  any  disturbance  of  general  industry  ; the  aggregate 
result  being  a growth  in  the  stock  of  products  (capital) ; while, 
undoubtedly,  the  veij  iri’ogularities  operate  as  wholesome  incen- 
• tives  to  enterprise.  The  extraordinary  deviations  from  a state 
of  equilibrium  are  also  adjusted  in  the  end,  but  not  without  a 
general  convulsion  ; while  it  is  quite  certain  that  the  process 
of  derangement,  the  exhilirating  U2tward  course  of  prices,  must 
induce  a wasteful  consumption  of  substantial  wealth. 

e now  see  what  constitutes  a natural  and  sufficient  supjjly 
of  the  precious  metals  for  any  country — namely,  just  so  much 
as  preserves  the  value  of  the  standard  coin  at  jiar,  causing  it  to 
exchange  with  the  aggregate  of  commodities  at  the  point  of 
cost  of  production. 

Deviations  from  the  natural  amount  of  the  precious  metals 
are  corrected,  and  a due  supply  in  the  long  run  is  secured,  by 
the  action  of  the  foreign  exchanges.  This  action  is  expressed 
in  the  following  law : — Gold  and  silver,  coined  or  uncoined, 
form  the  international  money  of  the  world,  and  they  invariably 
flow  from  the  places  where  they  are  less  valuable  (too  abundant) 
to  the  places  where  they  are  more  valuable  (scarce).  Suppose 
that  America,  by  a large  excess  of  her  exj^orts  over  her  imjiorts, 
is  placed  in  the  former  condition.  The  banks  must  use  their 
swollen  deposits  ; and,  accordingly,  they  make  advances  and 
discount  bills  more  liberally  than  before,  and  on  reduced  terras. 
The  ever-ready  spirit  of  speculation  is  awakened,  and  a rise  of 
prices  ensues.  Suppose,  again,  that,  at  the  same  time,  England 
is  placed  in  the  opposite  condition  by  an  excess  of  imports, 
which  has  been  paid  for  in  bullion.  Under  these  circumstances, 
the  tide  will  turn,  and  America  will  purchase  our  depreciated 
goods  with  her  depreciated  metals ; and  this  is  the  only  way 
in  which  we  can  get  that  treasure  which  we  so  much  want. 
Further,  specie  or  bullion  is  sent  from  one  country  to  another 
for  investment  in  Government  stocks,  or  railway  shares,  or  bills 
of  exchange,  whenever  such  transactions  are  profitable — that  is. 
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when  money  is  depreciated  in  the  one  country,  and  appreciated 
in  the  other.  In  these  ways  the  precious  metals  flow  east,  west, 
north,  and  south,  attracted  or  impelled  by  disturbances  which 
they  are  hastening  to  re  adjust.  Why  should  we  wush  to  have 
more  gold  or  money  in  the  country  than  this  law  gives  us? 
To  quote  from  a former  paper  of  mine,  “As  well  might  a - 
grocer  encumber  his  counter  with  too  many  weights  and  scales. 
Nay,  our  folly  is  what  the  grocer’s  would  be  if,  when  'weighing 
his  stock  of  sugar  at  the  Christmas  lialancing  time,  he  were  to 
cut  a third  part  out  of  each  weight,  and  then  boast  of  having 
50  per  cent,  more  pounds  of  sugar  than  the  honest  weights 
would  have  given  him : — we  lessen  the  value  of  our  measure  of 
value,  the  sovereign,  and  then,  because  commodities  are  woi'th 
more  of  this  shorn  measure,  we  think  ourselves  richer!” 

We  now  see  our  way  to  the  principle  which  ought  to  govern  the 
issue  of  paper  money.  Notes  should  exactly  represent  the  value 
of  the  real  money  whose  name  they  bear ; but  their  purchasing 
power,  like  that  of  tlie  latter,  varies  inversely  with  their  quantity. 
It  follo-ws  that  a currency,  consisting  solely  of  inconvertible 
notes,  should  be,  in  amount,  precisely  what  a purely  metallic 
one  would  be  in  the  same  state  of  the  foreign  exchanges ; and 
that  a currency  composed  partly  of  specie  and  partly  of  conver- 
tible notes  should  also  be  precisely  equal  in  its  sum  to  a purely 
metallic  currency  in  the  same  state  of  the  foreign  exchanges. 
Bank  notes  should,  in  fact,  be  adopted,  not  to  give  us  a larger 
volume  of  currency,  but  simply  to  ensure  certain  ends  of 
convenience,  — such  as  economising  the  use  of  metal,  and 
obtaining  a more  portable  instrument  than  coin. 

Let  us  follow,  step  by  step,  the  consequences  that  flow  from 
an  excessive  issue  of  notes  in  a compound  currency,  subjected, 
as  ours  once  was,  to  no  other  check  on  its  paper  issues  than  the 
simple  right  of  every  holder  to  demand  coin.  Suppose  tlie 
amount  of  the  whole  currency  to  be  increased  one-third  by 
successive  doses  of  notes.  Neither  more  nor  less  ensues  than 
■v\^hat  would  follow'  if  the  wdiole  of  our  standard  money  w^ere 
re-coined  into  one-third  more  by  the  infusion  of  so  much  alloy, 
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with  merely  this  difference — that,  in  the  former  case,  the  effect 
follows  only  because  the  superadded  paper  comes  into  actual 
use,  and  induces  speculation;  whereas,  in  the  latter  case, 
prices  rise  independently  of  those  circumstances.  Well,  in  the 
present  hypothetical  case,  the  banks  commence  a course  of  freer 
discounting,  and  a series  of  reductions  in  the  rates ; merchants 
send  multiplied  orders  abroad  for  produce ; traders  speculate 
in  home  and  foreign  goods;  manufacturers  add  to  their  raw 
materials;  all  sorts  of  joint-stock  companies  are  projected;  and 
all  classes  try  their  luck  in  shares.  The  sun  shines,  and 
everybody  is  busied  in  making  hay.  Whatever  is  bought  one 
day  is  sold  the  next,  at  a higher  price ; and  stocks  in  hand  are 
calculated  in  proportion.  With  high  prices  the  nation  becomes 
prodigal.  Pointing  to  the  huge  aggregate  of  figures  in  his 
Christmas  balance,  John  Bull  exclaims,  with  a swelling  pulse: 
“Is  not  this  great  Babylon  which  I have  budded?”  Just  so, 
honest  John;  and,  like  Nebuchadnezzar,  you  are  now  in  a 
proper  condition  to  be  sent  out  to  grass.  He  is  stark  blind  to 
the  signs  of  a coming  change.  While  England  was  swelling 
her  imports,  other  countries  were  deterred  from  purchasing 
our  manufactures  by  the  high  prices  we  required.  The  heavy 
balance  against  us  must  be  paid  in  gold.  Gold  begins,  there- 
fore, to  flow  away ; and  the  first  step  is  taken  in  an  advancing 
rate  of  interest.  Still,  however,  no  great  uneasiness  is  felt; 
but  the  egress  of  the  precious  metals  rapidly  increases,  and  the 
difficulty,  as  well  as  the  price  of  discounts,  increases  even 
more  rapidly.  Alarm  sets  in.  All  are  sellers,  but  there  are  no 
buyers.  Down  go  prices  like  an  avalanche ; and  now  the 
triumphant  pound  sterling  recovers  its  power,  commanding,  for 
a time,  somewhat  more  than  par  value  in  goods.  The  ensuing 
wide-spread  ruin  I need  not  describe. 

But  this  victor  brings  relief.  Gold,  which  had  been  expelled 
the  country  by  the  infatuation  just  described,  now  returns  in 
force  to  buy  up  our  depreciated  home  products.  Its  departure 
was  certain  under  our  inflation  ; its  return  is  as  sure  under  our 
depression ; and  both  processes  are  necessary  to  restore  us  to  a 
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sound  condition— that  of  having  neither  too  much  nor  too 
little  money. 

No  scheme  of  inconvertible  notes  has  afforded  a real  security 
against  excessive  issues.  Under  the  Bank  Eestriction  Act,  in 
the  early  years  of  this  century,  gold  was  expelled  from  Great 
Britain  by  a depreciation  which  at  length  amounted  to  30  per 
cent,  partly  by  the  drain  for  war  expenses,  but  partly  also 
through  excessive  paper  issues.  If  you  rest  such  a circulation 
upon  an  equal  amount  of  the  best  possible  securities,  as  for 
instance  those  of  the  state,  deposited  with  a public  board,  the 
issuers  would  not  be  thereby  subjected  to  any  effectual  restraint 
on  an  abuse  of  their  powers.  Many  persons  indeed  hold  that, 
taking  ample  securities  and  making  the  notes  payable  for  taxes, 
there  should  be  no  other  limit  to  the  supplies  by  anybody  but 
the  demands  of  the  public.  Even  in  our  sober  city  this 
doctrine  is  held  by  many  intelligent  persons,  who  cannot  be  led 
to  see  that  the  country  would  speedily  be  so  emptied  of  the 
precious  metals,  by  the  process  described  in  the  last  paragraph 

but  one,  as  to  have  none  left  to  pay  the  remaining  balance  for 
excessive  imports. 

Nor  is  a mere  right  on  the  part  of  the  public  to  demand 
specie  for  notes  an  adequate  safeguard  against  over  issues. 
This  was  proved  by  the  inflations,  from  the  Bank  of  England 
and  other  issuers,  which  contributed  so  pow'erfully  to  the 
crises  of  1826  and  1837.  It  was  the  experience  of  this 

insufficiency  that  induced  Sir  Robert  Peel  to  frame  the  Bank 
Act  of  1844. 

I ‘ 

Recent  events  have  revived  the  notion  that  Sir  Robert  Peel’s 
Bill  restricts  the  currency  to  a smaller  amount  than  the  trade  of 
p the  country  requires ; and  a strenuous  effort  will  undoubtedly 

, be  made  to  repeal  or  to  modify  the  clause  which  requires  that 

the  Bank  of  England  shall  invariably  hold  in  its  issue  depart- 
j ment  as  much  gold  as  wull  redeem  the  whole  of  its  paper  issues 

; beyond  the  £14,475,000  wdiich  rest  upon  securities. 

Now',  first  of  all,  would  tlie  expected  consequence  follow 
either  of  the  de.sired  alterations  Certainly  not.  iMaintaining 
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I the  principle  of  convertibility,  we  cannot  secure  a permanently 

greater  volume  of  currency  than  we  should  have  if  there  were  no 
notes  in  circulation.  The  £14,475,000  of  paper  issued  against 
' securities  have  banished  from  the  realm  an  equal  sum  of  the 

I precious  metals ; and,  to  whatever  further  amount  the  issues 

I,  may  be  carried,  unsecured  by  treasure,  precisely  to  the  same 

amount  wull  metal  be  again  exported.  It  will  be  said  that  gold 
may  as  well  be  buried  in  Australian  quartz  as  locked  up  in  the 
vaults  of  Threadneedle  Street.  Except  that  w'e  are  thus  enabled 
I safely  to  employ  a more  portable  instrument  than  coin,  this  is 

true  enough ; but  the  inconvenience  saved  by  notes  from  five 
pounds  upw'ards  is  worth  purchasing  at  considerable  cost.  At 
any  rate  the  metal  w'ould  make  its  exodus ; and  it  would  do  so 
in  the  manner  already  pointed  out.  You  would  fail  to  establish 
an  enlarged  currency;  but  you  w'ould  succeed  in  producing  a 
prodigious  derangement  to  be  set  right,  amidst  bankruptcy  and 
alarm.  Any  change  in  the  present  law,  which  may  lead  to 
this  sort  of  disorder,  is  sure  to  be  advocated  by  mercantile 
gamblers ; but  it  is  equally  sure  of  being  opposed  by  all  steady 
and  cautious  traders  who  comprehend  its  drift.  I have  showm 
' that,  without  any  such  unavailing  expedients,  tlie  foreign 

exchanges  wiU  secure  to  us,  and  to  every  country,  as  much 
money  as  is  needful  in  our  several  conditions ; — why  should  we 
seek  for  an  excess  which  is  as  evanescent  as  it  is  mischievous  ? 

The  idea  that  our  extended  commerce  requires  a larger  currency 
betrays,  moreover,  a want  of  acquaintance  with  the  degree  in 
w'hich  the  use  of  both  notes  and  gold  is  economised  by  cheques, 
money-orders,  and  transfers  of  sums  from  one  account  to  i 

another.  All  the  biUs  that  are  drawm  upon  London  are  settled 
in  the  clearing-house,  without  any  money  at  all,  by  simple 
transfers  among  bankers.  It  may  be  urged  that  the  relief  so 
instantaneously  afforded  by  the  extra-legal  issue  of  tw'o  millions 
of  notes  in  November  last  clearly  proves  that  a permanent 
increase  of  money  would  be  useful.  It  proves  nothing  of  the 
kind.  That  relief  w'as  exactly  analogous,  on  a large  scale,  to 
the  help  sometimes  afforded  to  an  insolvent  trader  by  his 
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friends,  who  make  him  an  advance  on  short  terms,  or  put  their 
names  to  his  bills,  in  order  to  patch  up  his  credit  with  the 
public;  and  everybody  knows  that,  in  most  cases,  such  patching- 
up  ends  in  aggravated  disaster.  Then,  be  it  remembered, 
that  the  November  relief  was  only  prevented  from  giving  an 
increased  impetus  to  the  exportation  of  gold  by  the  imperative 
condition  that  the  minimum  rate  of  interest  should  be  main- 
tained at  ten  per  cent,  until  tlie  notes  should  be  returned  and 
cancelled. 

Let  us  now  direct  our  attention  to  the  operation  of  a pi’inciple 
which  possesses  marvellous  power  in  our  modern  system  of 
commerce,— that  of  Credit.  What  is  the  effect  of  credit  upon 
the  demand  for  commodities,  and  consequently  upon  prices? 
When  A seUs  calicoes  to  B for  payment  in  a month,  he 
performs  two  operations— he  effects  a sale,  and  he  gives  credit. 
The  latter  operation  is  tantamount  to  lending  to  B for  one 
month  the  money  wherewith  the  goods  are  to  be  paid  for. 
All  credit  is  equivalent  to  lending  so  much  money,  and  its 
results  are  the  same.  A general  expansion  of  credit  operates 
precisely  like  an  e.xpansion  of  the  note  circulation,  stimulating 
the  demand  for  commodities  and  raising  prices.  When  an 

undue  access  of  credit  takes  place  in  a single  country say 

England  — while  a normal  state  of  credit  exists  in  other 
countries,  we  shall  have  an  inflation  of  prices,  excessive 
imports,  diminished  exports,  adverse  exchanges,  egress  of  the 
precious  metals,  restricted  and  dearer  discounts,  general  alarm, 
and  a break-down  of  prices  — mainly  confined  within  our  own 
shores.  Undoubtedly  our  extraordinary  imports  raise  prices, 
and  our  collapse  depresses  them,  in  the  countries  with  which 
we  trade,  but  not  in  the  same  degree,  nor  so  rapidly.  We 
suffer  the  main  loss; — they  often  reap  a balance  of  benefit. 
When  an  excessive  flux  of  credit  spreads  over  several  countries 
closely  connected  by  commercial  intercourse,  it  raises  prices 
pretty  equally  in  them  all,  and  attracts  into  them  the  produce 
of  remoter  regions,  to  be  followed  by  the  consequences  just 
described.  In  the  latter  case,  when  the  crash  comes,  there 
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arises  between  the  several  countides  a fierce  contention  for  the 
precious  metals — a frantic  battle  of  bank-screws — such  as  the 
commercial  world  has  just  witnessed. 

One  common  mode  in  which  a too  easy  condition  of  credit 
leads  to  derangement  is  that  of  an  excessive  conversion  of 
floating  into  fixed  capital.  There  must  be  a due  proportion 
between  these  two  classes  of  capital  in  order  that  their  joint 
efficiency  may  be  fully  realised.  It  is  obviously  worse  than 
profitless  to  divert  so  much  labour  from  the  production  of  goods 
to  the  making  of  railways,  or  from  the  growing  of  raw  materials 
to  the  making  of  machines,  as  that  we  have  not  goods  enough 
to  employ  the  former,  nor  raw  materials  enough  to  keep  tlie 
latter  profitably  at  work.  When  this  disproportion  takes  place 
m such  vast  undertakings  as  railways,  a proportionate  monetary 
derangement  is  the  consequence.  During  their  concoction,  and 
until  calls  begin  to  press  upon  buyers,  the  shares  of  these 
projects  become  objects  of  a wild  speculation,  which  extends  to 
other  tilings  ; and  a factitious  prosperity  induces  an  exti’avagant 
consumption  of  luxui’ies,  and  forms  the  complement  to  the 
whole  course  of  folly  and  mischief.  This  was  a principal 
cause  of  the  recent  American  panic,  as  it  was  of  our  own  panic 
in  1846. 

The  system  of  credit  extends  and  complicates,  in  a wonderful 
degree,  the  pecuniary  relations  and  mutual  dependence  of  indi- 
viduals and  of  nations.  Retailers  give  credit  to  consumers, 
wholesale  dealers  to  retailers,  merchants  to  dealers,  producers  to 
merchants,  and  country  to  countiy.  But  a vast  proportion  of 
the  capital  which  enables  these  classes  to  afford  credit,  indeed 
to  carry  on  trade  at  all,  is  borrowed  from  parties  who  are  out  of 
business,  and  from  others  who  have  portions  of  their  capital  to 
spare  either  permanently  or  for  limited  periods.  Banks  are  the 
reservoirs  into  which  these  streams  of  capital  flow,  to  be  dealt 
out  to  active  tmsty  persons  for  the  fertilising  of  the  whole  field 
of  industiy.  So  general  is  the  habit  of  making  deposits  in 
Banks  and  in  Savings-Banks  that  comparatively  little  capital 
lies  idle.  All  communities  and  all  persons  are  thus  connected 
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bj  the  magnetic  sentiment  of  confidence ; and,  consequently,  a 
shock  anywhere  is  felt  everjwvhere,  and  by  everybody. 

This  view  is  suggestive  of  the  serious  responsibility  ivliich 
rests  upon  every  man,  both  in  giving  and  in  taking  credit;  and 
it  shows  most  clearly  that  we  do  not  fully  comprehend  our  own 
interests  unless  we  regard  them  in  connection  with  the  interests 
of  society  at  large.  Bankers,  hoivever,  are  the  great  controllers 
of  Cl  edit,  and,  as  such,  are  under  peculiar  obligations  to  the 
public,  and  still  more  to  their  depositors,  to  exercise  prudence 
in  affording  accommodation  to  their  customers. 

But  how  has  the  Bank  of  England,  which  so  powerfully 
influences  the  conduct  of  all  our  other  banks,  dischraged  its 
important  duty  in  this  respect  ? Sound  discretion  ought  to 
have  been  learned  before  the  year  1845.  But,  taking  the 
Parliamentary  tables  of  the  Bank’s  accomits,  we  find  that  when, 
m 1845,  our  insane  railway  projects  and  speculations  had  swelled 
the  “other  securities”  from  an  average  of  less  than  ten  millions 
in  1844  to  fifteen  millions ; reducing  the  reseiwe  of  notes  from 
near  eight  to  five  and  a quarter  millions,  the  rate  of  interest 
was  only  raised  from  2^  to  3^  per  cent,  remaining  unchanged 
even  when,  in  January,  1846,  the  securities  were  twenty-two 
millions  and  the  reseiwe  some  five  and  a half;  and  then  foolishly 
falling  to  three,  w'hile  the  speculation  ivas  at  its  height.  Then, 
in  1847,  discounts  were  kept  at  4 per  cent,  when  tlie  reserve 
fell  from  six  to  less  than  four  millions,  while  the  securities  rose 
from  fourteen  to  eighteen  and  a half  millions ; still  creeping  on 
at  5 per  cent,  with  tlie  reseiwe  fluctuating  between  three  and 
five  and  a half  millions,  and  the  securities  between  eighteen  and 
sixteen  millions  ; strangely  remaining  at  5 per  cent,  until  the 
securities  ascended  to  twenty-one  and  a half  millions,  while  the 
reserve  went  down  to  two  and  two-thirds  millions;  and  then  only 
did  tlie  rate  spring  at  one  bound  to  8 per  cent.  The  mystery 
of  this  mismanagement  was  afterwards  cleared  up.  A sensible 
minority  of  the  Board  were  over-ruled  by  an  interested  majoritv, 
some  of  w'hom  became  bankrupts  during  the  crisis. 

This  instance  of  the  astounding  misuse  of  deposits,  taken  in 
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? connection  with  tlie  invariable  abuse  of  the  powers  of  issue 

prior  to  1844,  ought  surely  to  warn  the  public  most  effectually 
against  ever  again  confiding  the  note  circulation  to  the  discre- 
I'  tion  of  any  body  of  directors  whatever.  It  is  singular  that  this 

I warning  does  not  present  itself  to  a master  of  currency  like  the 

editor  of  the  Economist.  Granted  that,  in  the  jirogressive 
increase  of  securities  and  decline  of  the  reserve,  which  brought 
us  through  a period  of  three  years,  to  the  crisis  of  1857,  the 
I directors  of  the  Bank  proceeded  with  greater  prudence  than 

I before,  at  least,  as  shown  by  higher  rates  of  interest ; still, 

this  is  not  a sufficient  reason  for  once  more  leaving  to  their 
discretion  the  discharge  of  another  and  most  momentous  duty, 
especially  as  it  may  be  shown  that,  in  these  latter  years,  their 


I 
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greater  prudence  does  not  deserve  very  high  praise. 

Can  anything  be  done  to  render  the  banking  system  of  the 
country  less  liable  to  abuse  ? 

It  is  now  well  understood  that,  by  w^atching  carefully  and  contin- 
ually the  changing  condition  of  the  Bank  of  England,  especially 
in  its  “other  deposits,”  its  “other  securities”  and  its  “reserve;” 
and  by  keeping,  at  the  same  time,  a constant  eye  on  the  general 
course  of  ju'ices,  we  take  the  best  means  of  judging  whether  or 
not  the  country  is  conducting  its  commei'ce  with  prudence. 
Now,  this  barometer  might  be  rendered,  by  extension,  far  more 
perfect  and  useful  than  it  is.  Let  all  the  private  and  joint-stock 
banks  in  the  three  kingdoms  make  exactly  such  iveekly  returns 
to  a Government  Commissioner,  as  those  of  the  Bank  of 
England.  Let  the  Gazette  contain  the  total  Deposits,  Securities, 
and  Eeseiwes  for  each  county,  leaving  out  those  of  the  Bank  of 
England,  which  ivould  be  given  separately,  at  the  head  of  the 
table ; ending  wfith  a grand  total  for  the  whole  realm,  including 
the  Bank  of  England.  In  all  these  accounts,  bills  of  exchange 
should  be  distinguished  from  other  kinds  of  securities,  and 
bills  drawn  at  home  from  bills  drawn  abroad.  Then,  further, 
on  the  5th  of  every  month,  the  sum  of  the  bills  settled  at  the 
clearing-house  should  be  gazetted,  sejiarating  those  drawn  abroad 
from  those  drawn  at  home,  and  the  amount  of  such  as  have 
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been  noted.  Besides  all  this,  every  bank  should  make  a return 
of  bills  retired  within  its  walls,  and  consequently,  not  sent  to 
the  clearing  house.  The  statements  of  the  joint-stock  banks 
ought  to  be  added  separately  (besides  being  included  in  the 
totals  as  above),  with  their  respective  names.  A commercial 
country  like  this  ought  to  have  all  the  information  here  indi- 
cated, so  that  those  who  are  most  deeply  interested  may  be 
able,— 1st.  To  judge  from  the  ebb  and  flow  of  discounts,  as  to 
the  general  condition  and  tendency  of  credit  and  trade,  whether 
towards  excess  or  subsidence.  2nd.  To  mark  what  localities 
are  contributing  more  or  less  than  others  to  the  general  course 
of  things.  3rd.  To  form  an  opinion  from  the  proportion  which 
banking  reserves  bear  to  banking  liabilities  (deposits)  as  to 
any  danger  in  this  respect,  into  which  we  may  be  drifting. 
Jnothing  less  will  afford  sufficient  data  for  such  a judgment  as 
eveiy  manufacturer,  dealer,  merchant,  and  banker  ought  to  have 
the  means  of  arriving  at.  Bankers  ought  not  to  object  to  the 
requirements  here  proposed,  seeing  they  are  far  more  in  the 
position  of  trustees  than  any  other  traders ; that  far  greater 
numbers  have  to  confide  in  them,  and  to  greater  amounts  ; that, 
in  fact,  a responsibility  fraught  with  far  more  serious  conse- 
quences to  the  public  rests  upon  them,  than  upon  any  other 
class.  In  my  judgment,  the  two  kinds  of  grounds,  taken 
together,  would  abundantly  wan-ant  the  suggested  interference, 
especially  as  the  names  of  the  private  bankers  would  not  be 
made  public.  Parliament  has  an  undoubted  right  to  inter- 
meddle in  private  matters,  if  the  general  good  requires  that  it 
shall  do  so.  Hence,  it  compels  every  person  to  reveal  his 
income  for  purposes  of  taxation.  Joint-stock  banks  have  clearly 

no  right  to  object  to  the  separate  publication  of  their  accounts 
with  their  names. 

It  may  be  said,  very  truly,  that  inasmuch  as  the  bill-brokers 
largely  discount  their  paper  at  the  Bank  of  England,  the 
accounts  we  have  hitherto  had  are  a better  guide  than  the 
public  make  use  of,  or  warning  would  have  been  taken  of 
approaching  danger  from  the  overswollen  “other  securities," 
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and  the  too-greatly  contracted  “ reserves  ” of  that  institution 
for  more  than  three  years  prior  to  October  last,  especially  in 
the  last  two  years,  and  still  more  in  the  first  nine  months  of 
1857,  when  everybody  was  crying  peace  and  safety.  But  it 
is  to  be  hoped  that  increased  attention  will  henceforth  be  paid 
to  the  “ signs  of  the  times and  the  very  publication  of  the 
information  here  called  for  Avould  stimulate  the  public  to  an 
increased  study  of  its  prophetic  intimations. 

When  such  a journal  as  the  Economist  denies  that  the  conver- 
tibility of  notes  is  rendered  more  secure  by  the  Act  of  1844, 
and  actually  proposes  once  more  to  leave  the  issues  to  the 
management  of  the  directors,  under  the  controlling  conscious- 
ness tliat  the  notes  are  payable  on  demand,  it  is  necessary  to 
enquire  how  far  the  law  has  proved  successful.  J priori,  it 
seems  obvious  that  such  payment  is  safer  under  a compulsory 
provision  for  a large  proportion  of  the  liability,  than  it  can  be 
when  left  to  the  discretion  of  a body  which  may  be  prudent  at 
one  time,  yet  ruinously  incautious  at  another.  But  the  valuable 
tables  published  by  the  Economist  in  Januarj',  1857,  enable  one 
to  place  the  difference  in  a veiy  clear  light.  Taking  periods  of 
greatest  drain  on  the  treasure  of  the  Bank  of  England,  it 
appears  that — 

The  notes  were lOJ  fold  the  bullion  and  coin,  Feb.  28,  1826. 

» » ....  4 J „ ,,  Feb.  28,  1837. 

» » ....  ,,  „ „ Aug.  31,  1839. 

But  they  were  only  2|  „ „ „ Oct.  23,  1847. 

» » ....  2|  ,,  „ Nov.  11,  1857. 

The  issue  department  of  the  Bank  is,  however,  liable  to  a 
clean  sweep  of  its  strong  boxes  by  the  action  of  panic  on  the 
public  mind.  Had  not  the  Government  authorised  a further 
emission  of  paper  against  mere  securities  in  November,  it  is 
pretty  certain  that  the  wreck  of  banks  and  commercial  firms 
would  have  caused  a sudden  and  fatal  invasion  of  the  Bank  of 
England  by  headlong  crowds  armed  with  millions  of  hopeless 
promises  to  pay.  The  scheme  of  1844  does  not,  therefore, 
satisfactorily  provide  for  the  integrity  of  our  paper  circulation. 


4 


ill 


MR.  T.  H.  WILLIAMS 


li 


r: 

L'l 


Do  the  regulations  of  184-t  in  any  degree  prevent  the  paper 
issues  from  contributing  to  imprudent  advances  of  capital? 
Take  those  regulations  with  their  liability  to  periodical  suspen- 
sion in  order  to  save  the  Bank  of  England  itself  with  other 
discounters  and  a host  of  commercial  firms  from  the  conse- 
quences of  imprudence,  and  the  answer  must  be — No.  Thev 
undoubtedly  generate  a habit  of  trusting  that  the  hand  of  power 
will  be  stretched  out  to  save,  if  a crash  shall  come.  Many 
persons,  seeing  that,  in  a crisis,  money  and  credit  become 
immensely  contracted,  are  indeed  anxious  for  some  intervention 
which  shall  prevent  such  contraction,  Avith  its  attendant  fall 
of  prices.  They  do  not  see  that  the  inflation  of  prices  consti- 
tutes a state  of  derangement  Avhich  can  be  corrected  only  by  a 
collapse  of  credit  and  of  prices.  Such  persons  wish  to  get 
pleasantly  and  without  loss  through  periods  of  derangement ; 
but  it  is  a vain  wish.  By  the  law  of  Cost,  speculatively  raised 
prices  are  sure  to  be  brought  down  again  to  the  point  of 
intrinsic  value;  just  as  a stone  thrown  into  the  air  is  sure  to  be 
drawn  back  to  the  ground  by  the  power  of  attraction.  As  to  a 
direct  intermeddling  with  the  banking  department  of  the  Bank 
of  England,  the  Act  of  1844  does  not  attempt  that ; it  leaves 
to  all  bankers  the  uncontrolled  conduct  of  their  OAvn  proper 
business,  namely,  that  of  chief  dispensers  of  credit. 

hat  are  the  conclusions  to  Avhich  both  experience  and  sound 
theory  most  evidently  point?  Not  that  the  Bank  of  England’s 
margin  of  £14,000,000  should  be  enlarged;  not  that  the  issues 
should  be  confided  once  more  to  the  unrestrained  wisdom  and 
integiity  of  the  directors;  for,  in  either  case,  the  safety  of  our 
currency  must  be  rendered  less  secure.  Nor  is  it  a satisfactory 
conclusion  that  the  present  system  should  be  maintained.  The 
right  to  coin  does  not  more  indisputably  belong  to  the  Govern- 
ment than  does  the  right  to  issue  notes,  the  representatives  of 
coins.  The  convertibility  of  notes  will  never  be  ensured  until, 
under  proper  securities,  notes  and  coins  flow  from  one  and 
the  same  mint  for  the  entire  realm.  Tlie  true  system  is 
the  often-suggested  one  of  a Sbite  Issue  Office,  under  a manager 
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appointed  for  life  by  the  Cabinet,  but  removable  by  the  House 
of  Commons ; holding  always  in  his  vaults  an  amount  of  gold 
equal  to  that  of  the  “promises  to  pay”  in  the  hands  of  the 
public ; no  notes  to  be  ever  given  out  but  in  exchange  for  gold 
brought  m,  and  vice  versa;  and  it  should  be  a positive  enactment 
that  the  Executive  Government  shall  not,  under  any  circum- 
stances whatever,  authorise  a departure  from  this  fundamental 
rule.  Of  course,  even  a stern  system  like  this  could  not  prevent 
an  abuse  of  bank  deposits,  and  consequent  over-trading ; but  its 
corrective  influence  would  be  Avoilh  ten  thousand  homilies  a 
year.  If  Parliament  were  to  put  an  end  to  its  own  evil  example 
of  authorising  one  huge  structure  of  mei'e  paper,  resting  upon 
a basis  of  other  paper,  it  might  then  tell  the  people  that  if  they 
Avill  still  build  upon  that  sort  of  foundation,  in  the  shape  of 
accommodation  bills,  or  imprudent  ledger  credits,  they  must 
bear  the  unmitigated  consequences.  If  bankers,  traders,  and 
merchants,  were  left  to  help  one  another  through  the  next  self- 
inflicted  crisis,  they  would  come  out  of  it  with  wiser — though, 
perhaps,  greyer — heads.  The  adoption,  however,  of  the  only 
sound  plan  is  not  to  be  hoped  for  at  present ; but  it  may  surely 
be  expected,  that  no  further  departure  from  principle  wdll  receive 
the  sanction  of  the  Legislature. 

Our  great  danger  lies  in  abuses  connected  Avith  deposits. 
Lord  Overstone  and  others  have  pointed  out  that  the  practice  of 
alloAving  interest  on  money  at  call  is  replete  with  mischief. 
Such  deposits  must  of  course  be  lent  out  again,  or  loss  Avill  be 
incurred ; and  tliey  are  sure  to  be  simultaneously  called  in,  not 
in  ordinary  times,  but  in  a time  of  panic,  so  as  to  bring  the 
banks  to  a dead-lock.  On  such  deposits  no  interest  ought  to  be 
alloAved.  But,  indeed,  no  deposits  should  be  received,  except 
on  the  condition  of  a certain  notice  of  AvithdraAAal. 

A AA^ord  or  tAvo  about  consumption,  A\liich  is  far  too  little 
thought  of  as  affecting  the  Avealth  of  a nation  and  its  ability  to 
bear  commercial  convulsions.  Of  course,  the  veiy  purpose  of 
producing  is  that  Ave  may  consume.  But,  then,  society  must 
save  as  Avell  as  consume.  Capital  is  the  life-blood  of  industry  ; 
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and  capital  consists,  not  of  notes  and  bills  and  consols,  but  of 
the  multitudinous  products  which  industry  has  created,  and 
which  forethought  has  withheld  from  unproductive  consump- 
tion, and  stored  up  as  germs  of  fresh  riches.  If,  in  proportion 
to  the  creation  of  the  good  things  of  life,  the  same  number  of 
people  are  consuming  less  than  in  former  years,  then  increasing 
accumulations  tend  to  cheapness— to  a larger  reward  of  labour. 
If,  on  the  contrary,  consumption  is  increasing  in  relation  to 
production,  then  a relatively  declining  accumulation  tends  to 
dearness— to  a diminishing  reward  of  labour.  In  the  former 
case,  the  people  may  be  living  better,  though  they  are  saving 
more,  provided  their  industry  is  rendered  more  fruitful  by 
improved  instruments  and  greater  skill.  In  this  case,  too, 
commercial  reverses  are  surmounted  with  comparative  ease  and 
speed.  If,  however,  we  begin  to  fail  in  annually  adding  to  our 
stock,— if  we  simply  keep  up  an  equal  stock  compared  with  our 
numbers,  — then  is  our  condition  a stationary  one.  But,  if 
we  lessen  that  stock  in  relation  to  our  numbers,  then  is  our 
strength  weakened,  and  a step  in  the  path  of  impoverishment 
and  of  declining  national  power  and  grandeur  is  already  taken. 
Into  this  downward  course  a state  may  fall  either  through 
prolonged  wars,  or  by  a general  growth  of  personal  extrava- 
gance, or  by  impaired  habits  of  industry,  or  by  all  of  these  in 
combination.  Is  there  not  reason  to  suspect  that  too  great  a 
progress  in  luxuiy  and  show  among  aU  classes  is  hindering  the 
growth  of  British  capital  ? Unquestionably,  this  is  one  cause 
of  the  desperate  but  unavailing  efforts  to  supply  the  place  of 

real  by  fictitious  capital  which  have  distinguished  the  commercial 
class  in  this  age. 


I perceive  that  a statement  of  what  I mean  by  Currency 
has  been  accidentally  omitted.  In  that  term  I include  Money  i ' 

and  all  its  representatives,  which  circulate  more  or  less,  such  as  j 

bank  notes,  cheques,  and  bills  of  exchange. 
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